TITLE: AGRICULTURAL BUSINESS SYSEM AND METHODS 

BACKGROUND OF THE INVENTION 
Field of the Invention 

The present invention relates generally to financial 
systems and services. More particularly, though not 
exclusively, the present invention relates to a system and 
methods for providing financial services to producers in the 
agricultural industry. 
Problems in the Art 

Providing financial management services to producers in 
the agricultural industry is not new. Crop and livestock 
producers have for years sought better ways to help maximize 
profitability. Uncertainty about the future is an inherent 
part of farming and often times affects profitability. 
Producers have therefore looked to business models and 
financial planning to help maintain a profitable operation. 
Unfortunately, the business models and the system presently 
available suffer from various deficiencies. 

The purchase of crop insurance is often problematic for 
producers. Typically, a producer will purchase a level of 
crop insurance that leaves him either overinsured or 
underinsured. If a producer is underinsured, he is at a risk 
of not covering his expenses in the event of a poor yield or 
harvest. Whereas if the producer is overinsured, he is 
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paying for insurance that he does not need, which negatively 
affects profitability. To date, producers have only been 
guided by past experience and rules of thumb in determining 
how much crop insurance to purchase at the beginning of each 
year. Thus, a need in the art exists for a new system and 
methods to help ensure that the crop producer has a 
guaranteed income as close to the break even point as 
possible . 

Another problem in the art concerns the ability to 
accurately predict profits and losses for the producer. Many 
producers rely solely upon estimated future income and 
expenses as a measure of expected profitability. However, 
such a predictive model fails to count for actual expenses 
that are incurred and income that is realized during the 
year. For instance, a producer might estimate total future 
expenses at the beginning of each year to establish an annual 
break even point. If during the year actual expenses exceed 
the estimates, the break even point may tend higher 
unbeknownst to the producer. Without the benefit of this 
information, the producer is at greater risk of making poor 
business decisions based upon faulty assumptions regarding 
profitability. A need therefore also exists in the art for a 
financial consulting and management system that takes into 
account actual expenses and income in predicting future 
profitability. 



2 



Other problems in the art concern the use of sales 
contracts and, in particular, decisions regarding when to 
enter into contracts for the sale crops or livestock. 
Producers will often rely upon marketers for advice as to 
when to sell. In evaluating when to exercise a "put" or 
"call" or any type of hedge account, the marketer will not 
likely know the impact on profitability that such a 
transaction would have until it is complete. What is more, 
the marketers or producer tend to make assumptions on 
profitability based upon inaccurate forecasts of profits and 
losses that fail to account for the producer's current break 
even point. As a result, a producer will likely either sell 
too low to achieve his profitability goal or fail to 
capitalize upon a lucrative buying opportunity. A need 
therefore also exists for an improved marketing system and 
methods tied to the producer's current break even point that 
facilitates informed decision making. 

To date, various business organizations have sought to 
provide crop insurance services for producers . Others have 
offered accounting and record keeping services. And still 
others have provided brokerage or marketing services for 
producers. Many of the aforementioned problems arise from 
the inability to link or integrate these services. As an 
example, knowing the producers' break even point may be 
useful in determining an appropriate level of crop insurance. 
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That same break even point and related financial information 
is of value to marketers in advising producers on 
contemplated sales contracts. As previously explained, the 
break even point is likely to fluctuate throughout the 
growing season or year with unforeseen expenses. This is but 
one example of how these three financial services provided to 
producers -- crop insurance services, accounting and record 
keeping services, and marketing services -- are inter-related 
and rely upon much of the same financial information. Such 
an integrated system of financial services is not presently 
available, however. The need therefore exists for a new 
method of doing business wherein such services are integrated 
and provided by either a single source or affiliated firms. 
Features of the Invention 

A general feature of the present invention is the 
provision of improved financial services, systems and methods 
which overcome the problems and deficiencies found in the 
prior art . 

A further feature of the present invention is the 
provision of a new system and methods for providing crop 
insurance services to determine an appropriate level of 
insurance for a producer. 

A further feature of the present invention is the 
provision of a new agricultural management system and methods 
that tracks actual expenses and income throughout the 
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accounting period and provides an accurate forecast of future 
profitability based upon both actual and projected future 
amounts . 

A still further feature of the present invention is the 
provision of an improved marketing system and methods that 
provides the producer and marketer with accurate 
profitability information to make informed decisions 
regarding the sale of crops and livestock. 

Another feature of the present invention is the 
provision of a method of doing business that integrates crop 
insurance services, accounting or record keeping services and 
marketing services. 

These as well as other features and advantages of the 
present invention will become apparent from the following 
specification and claims. 

SUMMARY OF THE INVENTION 

One aspect of the present invention includes a new 
method for determining a level of crop insurance for a 
producer to help avoid situations where the producer is 
either overinsured or underinsured . The method generally 
includes determining a producer's break even point based upon 
estimated future expenses. Once the breakeven point is 
known, a level of crop insurance can be purchased that will 
assure income substantially equal to that breakeven point. 



5 



Another aspect of the present invention includes new 
methods for managing the finances of an agricultural producer 
to help maximize profitability. One method generally 
includes collecting information from the producer concerning 
estimated future income and expenses for a predefined period, 
tracking actual income and expenses on a periodic basis, 
updating the estimated future income and expenses with the 
actual amounts, computing a profitability for the producer 
that reflects both actual and estimated amounts, monitoring 
disparities between the estimated feature amounts and 
actuals, and then advising the producer regarding 
profitability on an ongoing basis during the predefined 
period . 

A related method includes the use of a software article 
for tracking income, expenses, and profitability. The 
software article, such as a computer spreadsheet, is a useful 
tool in updating the estimated amounts with actuals, 
calculating current estimates of profitability, and 
generating reports for the producer. 

Another aspect of the present invention includes a 
system and methods for determining whether to enter into a 
contemplated sales contract for agricultural products, such 
as crops or livestock. The method generally includes 
determining a profitability goal for the producer, tracking 
actual income and expenses for the producer on a periodic 
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basis, calculating a present breakeven point based upon 
actual expenses and estimated future expenses, and 
calculating the profitability of the contemplated sales 
contract based upon the present breakeven point. In 
comparing the profitability of the sales contract with the 
profitability goal for the producer, the marketer and/or 
producer can make an informed decision regarding whether to 
sell . 

A still further aspect of the present invention includes 
the integration of financial management services for crop 
producers wherein crop insurance services, financial 
management services, and marketing services share information 
to make informed business decisions in order to maximize 
profitability for the producer. In its preferred form, the 
crop insurance services include an evaluation of the proper 
level of crop insurance where the producer is neither 
overinsured nor underinsured, the financial management 
services provide an ongoing analysis of breakeven points and 
profitability, and the marketing services provide an 
evaluation as to the profitability of contemplated sales 
contracts based upon current financial information available 
from the financial management services. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

The present invention is illustrated by way of example 
and not limitation in the figures of the accompanying 
drawings, in which like references indicate similar elements 
and in which: 

Figure 1 is a diagram illustrating the preferred 
financial services system of the present invention. 

Figure 2 is a flow chart illustrating the preferred 
method of the present invention for providing crop insurance 
services . 

Figure 3 is a flow chart illustrating the preferred 
method employed in the accounting or record keeping aspect of 
the present invention. 

Figures 4 is a flow chart illustrating the preferred 
method regarding the marketing services aspect of the present 
invention . 

Figures 5 and 6 are representative screen displays from 
a computerized spreadsheet used in the accounting and record 
keeping portions of the invention. 

Figure 7 is a representative screen display from a 
computerized spreadsheet concerning the marketing aspect of 
the present invention. 
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DETAILED DESCRIPTION OF A PREFERRED EMBODIMENT 

The present invention will be described as it applies to 
a preferred embodiment. It is not intended that the present 
invention be limited to the described embodiment. It is 
intended that the invention cover all modifications and 
alternatives which may be included within the spirit and 
scope of the invention. 

The preferred embodiment is directed to an agricultural 
business system and methods that integrates crop insurance 
services, accounting and record keeping services, and 
marketing services for agricultural producers. The 
integration of these services in an ag business system 10 is 
illustrated by the diagram in Figure 1. Crop insurance 
services 12, accounting and record keeping services 14, and 
marketing services 16 have previously been considered 
separate financial management activities, one service 
operating independently of the others. Unfortunately, such 
an approach generally fails to take into account the 
producer's entire business operation. Failure to integrate 
these services and share relevant financial information leads 
to uninformed business decisions that negatively impact the 
profitability of the producer. For example, the present 
invention ties the level of crop insurance for a producer to 
his break even point. This same break even point may change 
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throughout the growing year and can be tracked using the 
accounting and record keeping services of the present 
invention. In addition, the present invention ties the 
current break even point to the marketing services, providing 
the marketer with accurate information to project the 
profitability of a proposed sales contract. This is but one 
example of how the present invention contemplates that the 
crop insurance services 12, accounting and record keeping 
services 14, and marketing services 16 are inter-related and 
should be integrated into an ag business system 10. It 
should be understood, however, that the present invention is 
not limited to the combination of such services, but also 
includes new and non-obvious subject matter within each of 
the different service areas. 

Regarding a description of the crop insurance services 
aspect of the present invention, reference is now made to the 
flow chart in Figure 2. The method of the present invention 
for determining the appropriate level of crop insurance for 
the producer helps to reduce the risk that the producer will 
be either overinsured or underinsured . Future expenses for 
the producer are estimated for a predefined period. It is 
preferred that the predefined period is a calendar year or 
growing season. For purposes of this disclosure, the 
predefined period will begin January 1 and end December 31. 
The method starts at step 18 with the producer estimating 
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future income and expenses for the year. A break even point 
can then be calculated at step 20 as the total of all 
estimated future expenses for the year. The break even point 
provides the producer with an indication of how much income 
will be required to at least cover the producer's expenses. 
Next, the producer's production yield history and the crop 
insurance unit guarantee are inputted at steps 22 and 24, 
respectively. Once the break even point, production yield 
history and crop insurance unit guarantee are known, one can 
determine the level of crop insurance necessary to assure 
income to meet the producer's break even point at step 26. 
It is preferred that the production yield history be the 
Actual Production History (APH) , which is normally reported 
on a bushel per acre unit basis. The crop insurance unit 
guarantee is normally a dollar amount per bushel . 
Accordingly, an appropriate level of crop insurance can be 
determined from the following: 

APH x Crop Insurance Level (%) x Unit Guarantee = Break Even 

Point 

From this relationship an appropriate level of crop insurance 
can be determined. It should be understood that in most 
cases it will be difficult to purchase an amount of crop 
insurance that assures income precisely equal to the 
producer's break even point, particularly since the 
producer's projected break even point is likely to fluctuate 
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during the year. It is intended that the producer purchase a 
level of crop insurance to assure enough income to 
approximate as close as possible the producer's break even 
point . 

Referring now to the accounting and record keeping 
services aspect of the present invention, the preferred 
method is illustrated in the flow chart shown in Figure 3 . 
Merely projecting future expenses and income at the beginning 
of the year is generally inadequate to assist the producer in 
maximizing his profitability goal. Actual expenses that are 
incurred and income realized during the year should be 
accounted for to provide a more accurate picture of 
profitability, which would likely influence future decision 
making. The preferred method begins at step 2 8 where the 
estimated future income and expenses for the year are 
collected from the producer. Actual and income and expenses 
are then tracked for the producer on a periodic basis at step 
30. For example, bank records that reflect income streams 
and expenses is one source for tracking inflows and outflows 
from the producer's business operation. The estimated income 
and expenses should be updated with actual amounts at step 
32. This should again be done on a periodic basis, such as 
monthly. The projected profitability for the producer can 
then be computed at step 34 based upon the actual income and 
expenses as well as the future income and expenses. Note 
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that this is a significant improvement upon the prior art 
wherein profitability models rely upon initial estimates, 
failing to reflect actual income realized and expenses 
incurred throughout the year. In recording both the actual 
and projected amounts, a financial adviser and/or the 
producer can monitor the disparities between the budgeted and 
actual amounts (step 3 6) . These differences can often impact 
upon future decisions to buy and sell. For example, the 
producer who has exceeded his expected expense levels during 
the first part of the year will take that into account in 
deciding whether to purchase additional equipment and 
supplies during the remainder of the year. Based upon the 
accounting and record keeping activities described above, the 
financial adviser can advise the producer regarding 
profitability on an ongoing basis during the year (step 38) . 

It is preferred that one or more software applications 
be used in tracking the income, expenses and profitability 
for the producer. Implementing the preferred method as part 
of a computerized process greatly simplifies and makes steps 
32 and 34. It is also useful in monitoring any disparities 
that may exist between the budgeted and actual amounts (step 
36) . Such a software application can be customized to 
generate a report regarding the producer's financial history, 
projected future earnings and expenses, and expected 
profitability for the year. Although such a software 



13 



application could take many forms, it is preferred that a 
computer spreadsheet (such as Microsoft Excel) be utilized 
for this purpose. 

Referring now generally to the marketing services aspect 
of the present invention, attention is drawn to the flow 
chart in Figure 4. The marketing services portion relies 
upon the estimated future income and expenses and updated 
actual amounts to project the profitability for the producer 
during the year. With this information known, the producer 
and/or financial adviser can determine a profitability goal 
for the producer at step 40. Current profitability data is 
then inputted at step 42 . 

Producers use sales contracts for selling agricultural 
products, such as crops and livestock. Producers will often 
reply upon marketers for advise as to when to sell . In the 
past, however, in evaluating when to exercise a "put" or 
"call" or any type of hedge account, the marketer has not had 
the benefit of knowing the impact the sales transaction would 
have on the producer's profitability until after the 
transaction was complete. Because the present profitability 
data is made available to the marketer at step 42, a more 
accurate determination of expected profitability resulting 
from the proposed sales contract can be made . Shown in the 
flow chart in Figure 4 at step 44, the profitability of the 
proposed sales contract is calculated based upon the present 
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profitability data. The marketer and/or producer can then 
compare profitability of the proposed sales contract with the 
producer's profitability goal at step 46. If, for example, 
the producer has a profitability goal of $5 0 per acre, this 
can be compared to the profitability of the proposed sales 
contract on a dollar per acre basis to determine whether or 
not to enter into the sales contract (see step 48) . Simply 
put, in comparing the profitability of the proposed sales 
contract with the profitability goal for the producer, the 
marketer and/or producer can make an informed decision 
regarding whether to sell . 

As discussed previously, it is preferred that the ag 
business system 10 of the present invention be implemented, 
at least in part, by means of a computer software 
application. To provide the financial services to less than 
approximately 100 farmers, it is preferred that a computer 
spreadsheet be customized for this purpose. In particular, a 
multi-sheet 3 -dimensional spreadsheet, such as Microsoft 
Excel, has been found suitable for use with the present 
invention. Figures 5-7 are screen displays of representative 
sheets from the spreadsheet used as part of the preferred 
embodiment . 

Figures 5A and 5B illustrate a sheet 50 for tracking 
incoming expenses for a crop. Although sheet 50 is 
customized for a corn crop, it should be understood that the 
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invention is not limited to a particular crop. Further, the 
same methods apply to livestock and other agricultural 
products . 

The sheet 50 includes a plurality of cells in rows and 
columns for entering financial information and performing 
useful calculations. Sheet 50 contemplates that expenses and 
income will be tracked on a monthly basis over a calendar 
year. Thus, columns 52 denote entries for different months. 
Column 54 is for totals and column 56 provides information on 
a dollar per acre unit basis. Corn income is denoted by the 
text label in cell 58. Corn income 58 includes cash income 
60 from various sources such as grain, hedge income, LDP, 
production income, expense reimbursement /re funds and seed 
sales. Totals are tabulated in row 62 as total corn 
operating income. The sale of fixed assets (used on corn 
only) is denoted in cell 64, the total sale of fixed assets 
is tabulated in row 66, the total corn shared income shown in 
row 68, and the total corn income is tabulated in row 70. 
Note that the shared income represents indirect income that 
is allocated across various crops and livestock of the 
producer. The shared income may be allocated, for example, 
on a per acre basis with other crops. Additional sheets (not 
shown) can be provided for collecting and tracking shared 
income . 
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The corn operating expenses are denoted by the text in 
cell 72 . By way of example only, such expenses could include 
chemicals, crop insurance, custom/ machine hire, equipment 
rental, fertilizers, freight and trucking, grain storage, 
land payment (principal) , land payment (interest) , PCP buy 
back, rent, seed, and utilities. The total corn fuel expense 
is shown in row 74 and the total corn operating expense is 
tabulated in row 76 as the total of the operating expenses 
and fuel expense . The total corn shared expenses are shown 
in row 78. And, again, additional sheets (not shown) can be 
provided for collecting and tracking such shared expenses. 
The shared expenses are allocated similarly to the shared 
income described above. The grand total corn expense is 
computed and displayed in rows 80 with the net corn 
income/loss and corn cash position shown in rows 82 and 84, 
respectively . 

It is intended that the estimated future expenses and 
income collected from the producer are entered into the 
applicable cells. These budgeted amounts are then updated 
with actual amounts on a monthly basis. It can be 
appreciated by those skilled in the art that following such a 
process provides a more accurate projection of the producer's 
profitability. In addition, large discrepancies between 
budgeted and actual amounts can be easily flagged and brought 
to the producer's attention. Still further, at the end of 



17 



the period, the actual amounts can be put into a report for 
income tax preparation and reporting purposes. 

Note that cell 86 is provided to enter the total number 
of corn acres. The percentage of corn acres is calculated in 
cell 88, taking into account additional sheets on other 
crops. In addition, multiplying the number of corn acres 
times the projected yield provides a forecasted number of 
bushels . 

It can be appreciated by those skilled in the art that 
the financial information contained on sheet 5 0 is not only 
relevant to the accounting and record keeping services 14 but 
also impacts upon the crop insurance services 12 and 
marketing services 16. The ag business system 10 is related 
closely to the producer's break even point and projected 
profitability, such that any change in income and expenses 
will be reflected. 

Much of the functionality relating to the crop insurance 
services aspect of the present invention is illustrated by 
sheet 90, which is shown in Figures 6A and 6B . Table 92 
contains a tabulated break even point, line of credit needed, 
income potential, and minimum CRC dollars of insurance 
required. The plug and play section shown in table 94 allows 
the producer or adviser to play out various scenarios using 
the matrix 96. Based upon the actual production history, 
level of coverage for CRC insurance, price election for CRC 
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insurance and price add-on for CRC insurance (if purchased) , 
one can quickly determine whether the producer is either 
underinsured or overinsured from table 98 . The total assured 
income in table 98 is compared with the break even point in 
table 92 to determine whether the level of coverage selected 
provides an adequate amount of insurance. As explained 
previously, it is preferred that the producer purchase a 
level of crop insurance such that the assured income is 
substantially equal to total expenses for the year, i.e. the 
producer ' s break even point . 

Figures 7A and 7 B show a sheet 100 that is used in the 
marketing services portion of the present invention. One 
sheet is used per sales contract. The Chicago Board of Trade 
Price and Local Basis is input into rows 102 and 104, 
respectively. Information related to the cost of a put and 
the cost of a call is found in sections 106 and 108, 
respectively, of the sheet 100. In addition, costs relating 
to other hedge types is found in section 110 . The 
put /call /hedge income, government payments, other income, net 
sales price, break even per bushel, and profit/ (loss per 
bushel) are tabulated and shown in section 112 of the sheet 
100. Information regarding the number of production bushels, 
number of bushels sold, and number of bushels open is 
reported and/or tabulated in section 114. Important is that 
the marketer and/or farmer can be apprised of the income or 
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loss on the bushels sold for a contemplated sales contract, 
as well as the gross profit/ (loss) for the contemplated sales 
transaction. It can be appreciated that the break even point 
and profitability data incorporated into sheet 10 0 relate 
back to the accounting and record keeping sheets discussed 
previously. As a result the expected income or loss from a 
proposed sales contract can be determined and evaluated in 
considering whether to enter into the contract. 

Those skilled in the art will appreciate that the 
computer spread sheets described above as part of the 
preferred embodiment can be manipulated and customized in a 
variety of different manners for a particular producer or ag 
business operation. 

In the proceeding detailed description, the invention is 
described and referenced to a specific exemplary embodiment 
thereof. Various modifications and changes may be made 
thereto without departing from a broader spirit and scope of 
the invention as set forth in the claims. The specification 
and drawings are, accordingly, to be regarded in an 
illustrative rather than a restrictive sense. The invention 
is to be limited only by the claims appended hereto. 
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